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KEY ECONOMIC INDICATORS oe 


All values in U.S. $ million Exchange Rate Used 
unless otherwise indicated. GNP: 1974-¥292.43; 1975-¥297.16; 
1976-¥296. 56 
Money and Debt: ¥308 throughout, 
as used by Bank of Japan 
Estimate 
(except as 
1974-75 noted), 
1974 1975 Change (%) 1976 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 453,000 487,500 - 550,000 
GNP at Constant 1970 Prices 307,100 308,500 ; 325,000 
Per Capita GNP, Current Prices ($) 4,096 4,360 4 4,900 
Plant and Equipment Investment 80, 700 69,200 72,500 
Indices: Industrial Production (1970=100) 123.8 110.1 j 125 
Avg. Labor Productivity (1970=100) 140.4 133.3 ; 1492/ 
Avg. Industrial Wage (1975=100) 84.7 100.0 ‘ 113 
Avg. Labor Force (millions) 53,4 53,2 ; $3.7 
Avg. Unemployment Rate (%) 1.4 1.9 ‘ 2.0 


MONEY AND PRICES 

Money Supply (M1) 145,9003/ 162,2003/ ; 173,0004/ 
Bank of Japan Com'l Disc't Rt. (%) 9.03/ 6.52/ - 6.53/ 
Call Rate (Uncond.), Highest (%) 13.5 13.0 ‘ vom 
Com'1 Bank Avg. Loan Rate (%) 9.3702/ 8.5132/ : 8. 26/ 
Consumer Price Index (1975=100) 89.4 100.0 2 109.3 
Wholesale Price Index (1970=100) 152.2 156.8 . 165.0 


PAYMENTS AND TRADE 

Gold and For. Ex. Reserves 13,518 12,815 
External Public Debt 3,000 3,935 
Basic Balance of Payments - 8,574 954 
Balance of Trade 1,436 5,028 
Exports, FOB 54,480 54,734 
Export Share to U.S.2/ (%) 23.0 19.9 
Imports, FOB 53,044 49, 706 
Import Share from U.S.2/ (%) 20.7 19.3 
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Main imports from U.S., Jan-Sept 1976 (quan: MT thou; value: $ mil): Coal 1,678, 896; 
Logs & lumber 8,07611/, 829; Soybeans 2,437, 541; Maize 3,638, 480; Wheat 2,564, 474; 
Organic chemicals *, 228; Wood chips *, 211; Grain sorghum 1,678, 210; Leaf tobacco *, 200; 
Meat 90, 195; Computers, accessories, parts *, 193; Raw cotton 149, 189; Raw hides *, 170. 
Feotnotes: 


Based on yen values. GOJ presents all 8/ Seasonally adjusted, Jan-Nov. 
summed items, except these, in $. 9/ Customs clearance basis (imports CIF) 
Covers only Jan-Aug. 10/ Jan-Nov share** 
End-of-year figure. 11/ Cubic meters not metric tons 
Total at end Oct.** * Not available. 
December average. ** Actual not forecast figure. 
September average** 
Total at end Dec,** 





SUMMARY 


During the latter half of 1976 the Japanese economy paused 
in its recovery from the 1974-75 recession. Real GNP and real 
consumption both rose by less than one percent in the third quarter. 
Investment in manufacturing from April to September 1976 grew less 
than one percent from the six preceding months, although non- 
manufacturing investment grew rapidly between the same periods. 
Industrial production declined in August and September, and even 
a healthy November advance was barely sufficient to put production 
back above the July level. Export growth slowed sharply, import 
growth accelerated, and Japan's trade surplus decreased. Never- 
theless, her trade balance remained favorable, her reserve 
holdings increased, and overall the yen gained slightly on the 
dollar between June and December. During late 1976 Japan incurred 
growing criticism, especially from the EC, for her continuing 
export surge and trade surplus. Price inflation continued with 
a yearly increase remaining close to ten percent. 


In November the Government of Japan responded to the slowdown 
in the recovery pace by taking steps to provide a mild stimulus 
to the economy through increased government expenditures. The 
recently chosen Fukuda cabinet will seek Diet approval of 
additional measures, including further expansion of public works 
and perhaps a tax cut, when the fiscal 1977 (April 1977-March 1978) 
budget comes up for debate. Moreover, pressures for a reduction 
in the Bank of Japan discount rate are growing. The outlook 


in early 1977 is for continued growth at a moderate pace; sluggish 
domestic demand continues to require stimulation by the government, 
and Japan's trade is expected to expand more slowly than in 1976. 


American agricultural and high-technology industrial products, 
despite some restrictions on entry into Japan of the former 
especially, continue to enjoy a good export market. As government 
expenditures stimulate consumer demand further, U. S. consumer 
products should also find increased export opportunities. For the 
foreign investor, entry into the Japanese market has been 
liberalized during the last few years, so that some new opportun- 
ities are available to American capital. Japanese investments 
abroad continued to increase. 


PART A -— CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Growth Stalls 


The rapid recovery of early 1976 from the recession of the preceding 
two years has not continued through the summer and fall. The gross national 
product, which had risen by 3.2 percent in the first quarter alone, slowed to 
a 1.3 percent increase in the second quarter and reached a near standstill with 
a gain of 0.3 percent (an annual rate of only 1.26%) in the third quarter of 
1976. 





Early fall weakness in mining and manufacturing production 
keynoted the slowdown. Going beyond a summer slackening which 
was expected after the very rapid rise earlier in the year, pro- 
duction recorded absolute declines in August and September and 
virtually no increase in October. At the same time, shipments 
declined and inventories rose. Industrial capacity utilization 
meanwhile dropped during July-September 1976, recording its first 
decrease in six quarters. Agricultural production, reduced by 
typhoons and unseasonably cold weather, fell also. 


Within the industrial sector, production trends varied widely. 
Electrical machinery, steel, and non-ferrous metals rose markedly 
in production during the summer and early fall; by contrast, output 
of general machinery and transportation equipment fell from the 
high levels reached during the early part of the year. 


The recovery in business profits begun in late 1975 continued 
through the summer of 1976, notably in such sectors as electric 
power and automobiles. With some exceptions, however, the most 
recent profit rises have tended to come from increases in price 
rather than in output, and the distribution of these gains was so 
unequal that a large minority of Japanese businesses still are 
operating either at a loss or on a scale of profit that leaves 
little room for adverse contingencies. In these conditions 
bankruptcies continued to occur at an unusually high rate. 


During the summer and early fall unemployment declined 
somewhat from a seasonally adjusted high of 2.06 percent in June 
to 2.0 percent in October. With about a million people still out 
of work, however, and about three job-seekers for every two avail- 
‘able jobs,the scale of unemployment has remained high by Japanese 
standards. Job seekers over 55, an important category in Japan 
because of early retirement patterns and inadequate pension arrange- 
ments »,are suffering severely from a shortage of openings, while some 
new university graduates are turning away from the declining promise 
of the Tokyo job market to seek work in smaller communities. 


Personal consumption expenditure in real terms for all of Japan 
leveled off, after the rapid rise of early 1976, with slight in- 
creases of 0.3 percent in the spring and 0.9 percent in the summer 
quarters, respectively. This sluggishness was in line with the fall 
in real incomes of workers which in November were estimated to be 
at a level below that of a year earlier. Modest summer and year- 
end bonuses, added to this year's spring wage gains which averaged 
a little under nine percent, produced a fair nominal increase, but 
this was not large enough to be more than a mild spur to consumption. 
Plant and equipment investment between April and September 1976 is 
estimated to have increased at an annual rate of about five percent 
over the depressed performance of the previous half year. The gain 
was concentrated in the non-manufacturing sector, particularly 
electric power facilities and private construction. 





Inflation Remains a Problem 


Consumer price inflation, which produced a 9.1% Consumer 
Price Index rise between November 30, 1975 and November 30, 
1976, continues at about a 10% annual rate, higher than in most 
other industrial countries. The wholesale price index also 
rose rather steadily during 1976; the rate of increase, however, 
slowed sharply after August to reach a figure of 6.6% for 
the year ending November 30. The tempo of inflation did not 
prevent business loan rates from continuing to inch down to an 
average of about 8 percent in the early fall, while the call 
rate hovered below 7 percent for most of the fourth quarter of 
1976. The money supply (M2) continued to rise at an annual 
rate of about 15%. 


Trade and Payments 


Japan's trade continued in the spring and summer of 1976 
its upswing begun toward the end of the preceding year; the 
balance of payments, despite a consistently unfavorable 
invisibles account, remained in surplus almost every month. 
Exports continued to exceed imports by a substantial margin. 
The pace of export growth, however, was slower than it had 
been during the extraordinary spurt at the beginning of 1976; 
and during the third quarter imports increased over the second 
quarter substantially more than did exports--subsequently, 
in November, reaching their second highest figure on record. 
Capital transactions remained a minor item in the overall 
balance, shifting from a $400 million surplus in the second 
quarter to a modest $100 million deficit in the third. 

Japanese official reserves rose $1.39 billion in the seven months 
ending December 30, to reach a total of $16.60 billion. At ~~ 
the same time, net private Japanese liabilities to foreign 
creditors, at about $14.7 billion, were near enough to the 
reserves total to attract a fair amount of public attention. 

The value of the yen increased relative to the dollar during 

the third quarter but eased slightly over the remaining three 
months of 1976. At the end of December the exchange rate was 
¥293.0=$1.00. 


In the second and third quarter of 1976, Japan continued 
to send a larger share of her exports to, and take a smaller 
share of her imports from, industrialized nations, than she had 
done in the same period of 1975. By contrast, she took pro- 
portionately more imports than before from, and sent proportion- 
ately fewer exports to, the developing countries. The rapid 1976 
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increase in the favorable Japanese trade balance with the rest 

of the industrialized world has disturbed the latter, particular- 
ly during the recent pause in worldwide economic recovery. 
Increases in the latest Japanese import figures have not yet been 
sufficient to allay criticism. A number of specific products, in 
which Japanese export growth had been especially marked, became 
the subjects of discussion between Japan and the EC in November; 
and the following month USG-GOJ discussions were held regarding 
the rapid increase of Japanese steel exports to the United States. 


Japanese policymakers repeatedly have expressed a preference 
for expanding imports as a way of maintaining the trade balance, 
but they also remain well aware of the dangers which a too rapid 
export expansion could present for stable trade patterns even if 
it were balanced by an increase in imports. In a couple of 
recent cases, therefore, the government has undertaken in principle 
to limit exports of a specific commodity to a specific European 
country or countries. 


Government Stimulation 


During the fall, as signs of a pause in the economic recovery 
multiplied, and as authorizations for scheduled public spending 
were delayed by the Diet's preoccupation with the Lockheed inci- 
dent, Japanese policymakers arrived at the view that stagnation 
had become an immediate danger to the economy. Therefore, as 
soon as the delayed spending bills were passed, the government 
turned to the consideration of other expansionary measures. On 
November 12, it authorized additional government loan expenditures 
for housing and small businesses, proposed that various pending 
public investment projects be accelerated or resumed, and gave 
formal encouragement to a similar acceleration in private plant 
investment. On December 21, the Japanese cabinet approved and 
sent to the Diet a supplementary budget covering public works 
expenditures proposed in November as well as new expenditures to 
assist disaster relief, small business, housing projects, and 
various public services. The scale of these measures was neces- 
sarily limited, owing both to the shortfall of government revenues 
and to continued concern about price inflation. Later in December, 
new evidence that inflation remains a serious problem prompted 
incoming Prime Minister Fukuda to state that price stability will 
be a top priority goal for his administration; however, balancing 
this concern, further government action to expand the economy 
remains a necessity in the eyes of GOJ policymakers. 





Plans and Expectations 


The economic outlook for Japan in 1977 is both complex and 
uncertain. Developments in the Japanese economy are seriously 
affected by conditions abroad which are both hard to predict and, 
in large part, uncontrollable. Several events of 1976 have 
underscored this fact. These include the oil price rise 
of December 1976; the American and Soviet establishment of 
200-mile offshore fishery zones with their disquieting implica- 
tions for the Japanese fishing industry; and a number of dis- 
agreements with trading partners, with attendant concerns about 
possible market disruptions if the problems are not solved. 


, These new_developments have not been of the kind which 
obviously would suggest radical changes in pclicy. Rather 
they have created an atmosphere of mild instability which is 
likely to encourage caution among economic policymakers. This 
caution is likely to be heightened by the Japanese government's 
new and apparently continuing need to take special measures 
in order to balance its ordinary government budget. During 
this fiscal year Japan has had to depend on bond issuance for a 
share unprecedented in peacetime--almost 30%--of her ordinary 
budget revenues, and it is expected that during fiscal 1977 
the same kind of financing will be required on at least the 
same scale. 


With all these various spurs to circumspection, and in 
the absence of either a clear policy consensus or a clear 
threat, the economy during early 1977 may be expected to balance 
the sluggishness of current private demand with a continuation 
of moderately expansionary government policy. 


The Japanese government's medium term plan for 1976-1980 
was published in May, 1976. This document projected a real 
annual GNP growth rate of six percent for the whole period, and 
it set as a target for the first year or two of the period a 
seven percent annual growth rate. Such a pattern would firmly 
establish Japan's recovery from the recession years 1974-75. 

The expansionary steps currently planned represent an attempt to 
approach this higher rate of growth despite the present sluggish- 
ness of the Japanese economy. These planned measures include 
fiscal stimulation of the economy both through passage of the 

FY 1976 supplementary budget and through the FY 1977 budget. 

In addition, it is widely expected that very early in 1977 the 
Bank of Japan will lower its discount rate, perhaps by as much 

as half a point, from the present 6.5% figure. With steps such 
as these in prospect, the government now appears likely to pro- 
ject a real growth rate of between 6.5% and 7.0% for fiscal 
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1977; the OECD projection for calendar 1977 is 6.0 percent, with 
more rapid growth forecast for the first half year than for 
the second. 


For the FY 1977 budget a spending rise over FY 1976 of 
about 17%, to just under $100 billion, is under consideration 
within the bureaucracy. The political leadership is likely 
to support at least this level of expenditure. A tax cut to 
benefit consumers (and gratify voters just before the Upper House 
election scheduled for July 1977) also is likely, although this 
may be partly compensated by specific tax increases--in the 
auto excise tax, for example--proposed by the Finance Ministry. 
The overall result is likely to be an even larger fiscal 
shortfall than that expected for this year; but the expansionary 
effect of the resulting budget is unlikely to be strongly felt 
before the latter half of 1977 even if Diet passage is prompt. 


During early 1977, the weakest link in the Japanese prospects 
for economic growth is likely to be investment. Manufacturing 
and mining investment, after stagnating between April and 
September 1976, had been expected to increase during the 
following six months. In particular, the high profit patterns 
of spring and summer 1976 might seem to encourage new capital 
formation. However, decline in capacity utilization, in 
production, and in GNP growth, together with the depressive 
effect of the December oil price rise, may well keep new invest- 


ment below earlier expectations. For FY 1977, a mild decline 
in investment was forecast early in the fall of 1976. More 
recent developments in the Japanese economy have done nothing 
to justify reversing this prediction. However, strong manage- 
ment of the economy, which many business leaders reportedly 
expect of the new Fukuda government, could become an important 
positive factor in the decisions of potential investors. 


Personal consumption, more heavily influenced by inertia 
than other kinds of demand, appears likely to continue the slow 
and fairly stable increase which has characterized it through 
most of 1976. This expectation mainly reflects income trends. 
Summer and year-end bonuses for workers have been moderate. 
Further, although several labor organizations already have 
expressed an intention of seeking income increases in excess 
of 15 percent during the spring 1977 wage negotiations, it 
is doubtful whether nearly so high an increase will be accept- 
able to a society trying to find its way back to stable growth. 
Price inflation still requires close watching also. Given 
recent trends, it will be exceedingly difficult for the 
government to reach its target of holding the Consumer Price 





Index increase in the year ending March 3l, 1977, to 8%. 

That the goal for the following year is to hold the same figure 
within 7.8%, is a measure of the government's continuing 
concern with, and modest expectations for, keeping consumer 
prices stable. 


With the current pause in the industrialized nations’ 
recovery, a slowdown in trade expansion probably will occur 
in early 1977. Such a development would affect Japan among 
other leading trading nations. For Japan's trade to grow 
smoothly within this limitation, much will depend on the 
ability and inclination of the Japanese to continue their 
recent steady increase in imports. Yet the current lack of 
robustness in domestic demand makes it unlikely that any 
major import gains will occur unless specific measures are 
taken to liberalize or remove various kinds of import re- 
strictions currently in effect in Japan. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Trade 


As the increase in Japanese imports continues at a modest 
pace, American exporters who give priority to Japan in their 
marketing plans and strategy should find themselves in a good 
position to participate in this growth. In a number of areas 
the comparative price levels in Japan and the United States 
will operate to American exporters' advantage in the Japanese 
market. 


Promising product areas for exports to Japan include 
computers and peripheral equipment, electronic components, 
process control instruments, food processing and packaging 
equipment, analytical instruments, bio-medical equipment, 
electronics industry production and test equipment, pollution 
control and measuring equipment, hydraulic equipment and 
components, mechanical handling equipment, automotive parts 
and equipment, avionics and ground support equipment, printing 
and graphic arts equipment, building systems and materials, 
oceanographic equipment, and marine equipment (for details 
see the Embassy's annual Best Prospects Report, Airgram A-507 
dated November 19, 1976). 


Exhibitors at the U. S. Trade Center in three product 
areas over the last six months--electronic components, do-it- 
yourself products, and laser and electro-optical equipment--have 
reported combined spot and one-year projected sales of $37 
million, more than double the total for the corresponding 
period of the previous year. 





The outlook for the sales of U. S. consumer goods looks 
promising at this time. American products are increasingly 
price competitive, and the prestige-conscious Japanese consumer 
is often prepared to pay a premium for the "made in U.S.A." 
label. Sales of U. S. consumer goods held up well during the 
recession, even while imports in most categories fell off. 
American suppliers should continue to benefit from gradually 
increasing consumer demand and from replenishing of inventory 
by distributors and retailers. The Embassy and Consulates 
organized forty foreign buyers' groups to visit American trade 
shows and/or American dealers during the latter half of 1976. 
The visitors included groups specializing in metal working 
machinery, consumer goods, building materials and hardware, 
food processing and packaging, printing, textile machines, 
coin-operated machines, lumber and farm products. Reports on 
twenty-six of the groups record that a total of 468 buyers 
were recruited. Not every group has yet submitted a final 
report, but nine of them reported combined spot and one-year- 
projected purchases totaling nearly $14 million. 


Total U. S. agricultural exports to Japan from April to 
September 1976 were valued at $1.7 billion, 27 percent more 
than in the same period during the preceding year. This 
increase was due in large part to growth in exports of beef, 
pork, and poultry meat and products; nuts; vegetables, tobacco; 
and fruit. During this period Japan's imports of meat and 
poultry products were especially strong. They may be expected 
to remain high, for Japan's livestock industry is still recover- 
ing from the very bad year it had in 1975. Feed grain imports 
are expected to rise by 14 percent in FY 1976 (ending in 
March 1977) over the FY 1975 figure. The outlook for agri- 
cultural exports from October 1976 to March 1977 is bright also 
in grapes, some other fruits, and walnuts. Our exports continue 
to be hampered considerably by quantitative restrictions, and 
to some extent by plant quarantine measures and restrictions 
on food additives. Livestock and citrus fruits are the most 
seriously affected categories. 


Investment 


The Japanese Government about a year ago completed its 
long-scheduled liberalization of direct investments. However, 
the long economic recession has had a negative impact on 
investment decisions by foreign as well as domestic investors 
in Japan. Consequently, new direct foreign investments during 
the past three years have lagged slightly below earlier periods. 

_As of March 31, 1976, Japan's overseas investments had reached 
$15.9 billion, of which about 20% was in the United States. 
Interest in new investment in the United States is increasing 
as our costs continue to decline relative to other countries’. 
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